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E.O. 11652: GDS 

TAGS: ETRD, EFIN, GW, GE 

SUBJECT: GDR WARNS FRG AGAINST REDUCTIONS IN SWING 
CREDIT 

1. THE LEADING WEST GERMAN NEWSPAPERS GAVE FRONT-PAGE 
COVERAGE ON AUGUST 12 TO AN EAST GERMAN NEWS AGENCY 
(ADN) REPORT THAT THE GDR WOULD VIEW AN ELIMINATION 

OF THE INNER-GERMAN TRADE "SWING" CREDIT AS A 
VIOLATION OF THE TREATY ON THE BASIS OF RELATIONS 
BETWEEN THE FRG AND THE GDR. THE ADN REPORT CITED 
ARTICLES IN THE WEST GERMAN PRESS WHICH GAVE THE 
IMPRESSION THAT THE FRG MIGHT ELIMINATE THE SWING 
UNLESS THE GDR AGREED TO CERTAIN UNMENTIONED DEMANDS. 
ADN THEN GOES ONTO QUOTE "RESPONSIBLE GDR CIRCLES" 

TO THE EFFECT THAT SUCH A STEP WOULD HAVE 
"CONSEQUENCES". 

2. OUR FRG ECONOMICS MINISTRY CONTACTS ARE NOT SURE 
HOW TO ASSESS THIS MOVE BY THE GDR TO PUT PUBLIC 
PRESSURE ON THE FRG ON THE QUESTION OF THE SWING 
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CREDIT. THERE HAVE BEEN A FEW ARTICLES IN RECENT 
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WEEKS ON THE SUBJECT BUT NONE THEY CONSIDER 
PROVOCATORY. THEY SPECULATE THAT THE GDR MAY WISH 
TO PROD THE FRG INTO EARLY NEGOTIATIONS ON THE SWING 
SO THAT THE FINAL FIGURE CAN BE WORKED INTO THE 1976 
ECONOMIC PLAN. IN ANY CASE, THE FRG PLANS TO RESPOND 
BY HAVING THE HEAD OF THE INNER GERMAN TRADE OFFICE 
(TREUHANDSTELLE) IN BERLIN ISSUE A LOW KEY STATEMENT 
DRAWING ATTENTION TO THE DISTINCTION BETWEEN THE 
COMMITMENT UNDER THE 1951 AGREEMENT FOR A SWING AT THE 
LEVEL OF DM 200 MILLION ANNUALLY AND THE NEWER MORE 
DYNAMIC SWING CURRENTLY AT A LEVEL OF DM 660 MILLION 
(AGREED TO IN 1968) IN AN ARRANGEMENT WHICH EXPIRES 
AT THE END OF 1975. THE GDR CRITICISM CONVENIENTLY 
BLURS THIS DISTINCTION. GOVERNMENT SPOKESMAN 
GRUENWALD STATED ON AUGUST 12 THAT THE GOVERNMENT 
WAS STUDYING ALL ASPECTS OF THE PROBLEM AND THAT NO 
DECISION HAD BEEN PLANNED FOR AUGUST IN ANY EVENT. 

3. OUR CONTACTS FEAR THAT IF THIS ISSUE REMAINS 
FRONT-PAGE NEWS. IT WILL ONLY SERVE TO HARDEN BOTH 
SIDES INTO POSITIONS WHICH WOULD MAKE AGREEMENT MORE 
DIFFICULT. THEY HOPE THAT THE PRESS FLURRY WILL DIE 
DOWN AND THAT DISCUSSIONS CAN BE CARRIED OUT AT 

THE TECHNICAL LEVEL AFTER THE LEIPZIG FAIR THE FIRST 
WEEK IN SEPTEMBER. OUR SOURCES ARE CONFIDENT THAT 
THE GDR IS WILLING TO MAKE SOME ECONOMIC CONCESSIONS 
(E.G. AUTOBAHN IMPROVEMENTS, ELECTRICITY FOR BERLIN) 

IN ORDER TO CONTINUE THE DYNAMIC SWING AGREEMENT. 

THEY POINT OUT THAT ECONOMICS MINISTRY STATE SECRETARY 
ROHWEDDER HAD MADE THE NECESSITY FOR SUCH CONCESSIONS 
ABSOLUTELY CLEAR DURING THE SPRING LEIPZIG FAIR 
AND THAT THE EAST GERMANS HAD AGREED IN PRINCIPLE. 

4. AT THIS POINT, THE FRG HAS NOT YET DECIDED WHAT 
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ITS MINIMUM DEMANDS ARE IN RETURN FOR EXTENSION OF 
THE DYNAMIC SWING. IT HAS LONG BEEN RECOGNIZED THAT 
THE ECONOMIC BENEFITS TO THE FRG ARE MODEST AND THAT 
THE PRINCIPAL CONSIDERATIONS IN THE DECISION WHICH 
WILL HAVE TO BE MADE AT THE CABINET LEVEL ARE 
POLITICAL. ONE CONSIDERATION WILL BE THE CONTINUED 
DESIRE OF THE BUNDESBANK TO PLACE RESPONSIBILITY FOR 
FINANCING THE SWING ONTO THE BUDGET OF ONE SPECIFIC 
MINISTRY OR ANOTHER. 

5. EMBASSY COMMENT: WHILE HE IS ON VACATION, 

CHANCELLOR SCHMIDT IS REVIEWING THE WHOLE RANGE OF 
FRG/GDR RELATIONS INCLUDING THE COSTS AND BENEFITS OF 
VARIOUS ALTERNATIVE ACTIONS REGARDING THE 
SWING. THIS RECENT GDR STATEMENT MAY HAVE BEEN DESIGNED 
IN PART TO PERSUADE SCHMIDT THAT THE POLITICAL COSTS 
OF LOWERING THE SWING MAY BE SUBSTANTIAL. ON THE 
OTHER HAND, WE HAVE THE IMPRESSION THAT THE GDR MAY 
BE GETTING ANXIOUS AND THIS MAY, IN FACT, GIVE FRG 
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A BIT MORE LEVERAGE. AS HAS BEEN THE CASE IN THE 
PAST, THE LEIPZIG FAIR WILL PROVIDE THE VENUE 
FOR HIGH LEVEL DISCUSSIONS OF THIS ISSUE. 

HILLENBRAND 
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